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European  Insurance  Companies 
Face  Major  Information  Systems 
Rethink 

European  insurance  companies  are  being 
forced  to  fundamentally  rethink  their 
approach  to  information  systems  as  they 
face  the  need  to  create  fully  electronic 
systems  to  compete  effectively  in  the 
1990s.  These  new  demands  are  driven  by 
EEC  deregulation  and  the  competitive 
moves  by  the  banking  establishment  into 
the  insurance  field.  The  resultant  demand 
for  software  and  services  is  creating  a 
rapidly  developing  opportunity  for  vendors 
that  offer  networking  services,  specialised 
software  and  professional  services. 


Investment  in  information  technology  is 
running  at  15%  of  insurance  companies’ 
operating  expenses.  The  large  insurance 
companies  looking  to  become  pan- 
European  operations  are  prepared  to 
allocate  considerable  financial  resources  to 
information  systems,  mirroring  the 
activities  of  the  banks  prior  to  the  “Big 
Bang”  in  the  City  of  London.  In  insurance, 
the  “Big  Bang”  is  the  dual  advent  of  the 
1992  Single  Insurance  Market  initiative 
and  the  moves  by  the  banking  industry  to 
offer  insurance  services.  The  link  between 
banking  and  insurance  has  been  further 
strengthened  by  a spate  of  merger  and 
acquisition  activity  and  the  establishment 
of  alliances  between  banks  and  insurance 
companies  throughout  Europe.  The 
exploitation  of  the  obvious  synergy 
between  banking  and  insurance  services  to 
develop  complete  financial  services 
portfolios  will  require  considerable 
investment  in  information  technology. 
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Exhibit  1 

The  Insurance  Industry 
Information  System  Challenge 

• Pan-European  insurance  market 

• High  information  insurance  market 

• High  information  system  expenditure 
- 15%  of  operating  expenses 

• Demand  for  flexible,  responsive  systems 


Firstly,  software  and  services  vendors  have 
the  chance  to  satisfy  the  requirements  of 
pan-European-orientated  companies  for 
integrated  information  systems  and 
networks.  Specific  vendor  opportunities 
include  the  provision  of  financial  analysis 
programs,  decision  support  tools,  electronic 
information  services  (EIS),  electronic  data 
interchange  (EDI)  systems,  application 
tools  and  custom  software  solutions.  These 
large  companies  need  solutions  to  their 
applications  backlog  whilst  at  the  same 
time  requiring  flexible  systems  and 
systems  compatibility. 


Secondly,  in  local  insurance  industry 
markets  there  is  considerable  opportunity 
for  vendors  to  provide  software  products 
and  turnkey  systems.  Agents  and  brokers 
will  be  placing  contracts  for  bespoke 
software  with  companies  that  understand 
the  user’s  business  and  have  established  a 
presence  throughout  Europe. 


2 


©1990  by  INPUT.  Reproduction  prohibited. 


Exhibit  2 


Software  and  Services  Opportunities 

• Systems  and  network  integration 

- New  products  and  services 

- Competitive  edge 

• Software  products 

- Custom  software 

- Packaged  solutions 


Insurance  companies  are  looking  for 
changes  in  distribution  channels  in  order 
to  improve  levels  of  service  and  develop 
expertise  in  systems  and  network 
integration,  as  well  as  use  of  the  latest 
technologies.  Insurers  are  looking  to  be 
leading-edge  players  in  the  electronic 
revolution  of  the  1990s.  Professional 
services  companies  will  need  a thorough 
understanding  of  the  insurance  business  to 
win  these  development  contracts. 


Software  and  services  vendors  need  to  offer 
products  and  services  that  provide  the 
large  insurance  companies  a competitive 
edge  over  the  banks.  Systems  need  to  be 
flexible  and  compatible.  Vendors  should 
also  be  looking  to  provide  software 
products  that  enable  local  insurers  to 
interface  effectively  with  head  office. 
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Exhibit  3 


European  Insurance  Sector: 
Software  and  Services 
Market  Forecast,  1 990-1 955 
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The  volatility  of  the  European  insurance 
industry  will  have  a considerable  impact 
on  information  and  communications 
technology  expenditures.  INPUT  forecasts 
that  the  insurance  sector  software  and 
services  market  will  be  worth  $12  billion  in 
1995. 
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Exhibit  4 

European  Insurance  Industry — 
Driving  Forces 

• Deregulation 

• Competition 

• Technology 

1 H 1 

• Convergence 

• Consolidation 

• Cross-border  alliances 

Insurance  in  Western  Europe  is 
undergoing  a period  of  profound  change. 
Insurance  companies  have  been  slow  to 
respond  to  the  changes  surrounding  them 
compared  to  other  sectors  (such  as 
banking),  sheltered  as  they  are  in  some 
markets  by  regulators’  convictions  that 
insurance  is  more  important  to  consumers 
than  other  financial  services,  and  in  other 
markets  by  the  near-impenetrability  of 
insurers’  products  and  financial 
statements. 

This  change  has  been  caused  by  a complex 
interaction  of  forces — including 
deregulation,  competition,  rapid 
technological  developments  and  the 


gradual  penetration  of  banks  into 
traditional  insurance  markets.  Exhibit  4 
shows  that  convergence,  consolidation  and 
cross-border  alliances  are  occurring  all 
over  Western  Europe  in  the  same  manner 
as  happened  with  banks  and  investment 
houses.  However,  insurers  are  concerned 
about  the  entry  of  the  banks  into  their 
traditional  markets  and  are  having  to 
expand  rapidly  when  profits  are 
contracting  in  a belated  attempt  at 
becoming  international  all-purpose 
operations.  Meanwhile,  insurers  are 
operating  in  an  extremely  competitive 
environment  within  their  domestic 
markets. 
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Exhibit  5 

Insurance  Sector  under  Pressure 

• Single  European  market 

• Gradual  penetration  of  banks 

External 

• Attitudes  to  security 

• Growing  elderly  population 

• Global  warming 

Internal 

Additionally,  there  is  the  challenge  of  the 
single  European  market  as  well  as  the 
gradual  entry  of  banks  into  the  insurance 
business.  Within  the  insurance  business 
itself  there  are  other,  more  pressing 
concerns:  a growing  elderly  population, 
the  effects  on  the  climate  of  global 
warming  and  the  increasing  (apparent) 
negligence  of  large  multinationals  with 
regard  to  security  as  they  try  to  improve 
efficiency  and  maintain  competitiveness  in 
an  increasingly  cut-throat  market. 

Exhibit  5 shows  pressures  on  the 
insurance  industry. 
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Exhibit  6 

Key  Operational  Issues 


Human 

Resources 

Information 

Technology 

Cost 

Containment 
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Underwriters 

Marketing 

(Agents) 

• Service  differentiation 

• Speed  of  client  response 


The  key  operational  issues  identified 
amongst  insurance  companies  looking  to 
compete  with  banks  are: 

• Human  resources 

• Information  technology 

• Cost  containment 

The  required  refocussing  of  staff 
responsibility  is  resulting  in  increased  use 
of  information  technology.  However,  there 
is  still  enormous  scope  for  reducing  the 
volume  of  clerical  tasks  and  using 
technology  to  improve  customer  service 
and  product  delivery.  As  a result,  INPUT 
anticipates  that  the  industry  will  invest 


heavily  in  client- related  rather  than  policy- 
related  systems.  A major  opportunity  is 
innovative  technology  such  as  image 
processing  and  expert  systems. 

However,  one  of  the  problems  in  the 
insurance  industry — although  not 
exclusively  an  insurance  problem — is  that 
past  investment  in  technology  has  failed  to 
deliver  the  extra  service  capability  or 
financial  return  expected.  Future 
investment  needs  to  be  clearly  focussed  so 
that  real  progress  can  be  made  in 
insurance  service  levels  and  product 
distribution  whilst  not  increasing 
overheads. 
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The  insurance  industry  has  been  trying  to 
resolve  the  human  resources  versus 
investment  in  technology  dilemma  since 
the  mid-1970s,  and  a few  companies  have 
achieved  full  implementation  plans.  Their 
systems  carry  out  the  essentials,  such  as: 

• Claims  registration 

• Claim  acknowledgement 

• Third-party  instruction  (for  adjustors, 
surveyors,  et  al) 

• Claim  payment 

• Claim  statistics 

There  remain  opportunities  for  software 
and  services  vendors  in  that  a claims 
operation  of  insurers  or  brokers  deals  with 
a number  of  different  business  areas  and 
as  a result  the  provision  of  statistics  is  a 
key  element  of  the  internal  service  and 
support  function.  For  example,  corporate 
management,  underwriters  and  marketing 
are  all  internal  clients  of  the  claims 
department,  each  with  different 
information  requirements,  each  a key  area 
of  the  business  and  each  requiring  network 
and  systems  integration,  software  products 
and  professional  services. 

Many  insurance  companies  are  looking  for 
competitive  edges  in  service  differentiation 
and  require  a high  level  of  information,  to 
maintain: 

• Service  level  of  claims 

• Customer  support  opportunities 

• Trends  in  complaints 

• Renewal  positioning  of  claimants 

• Average  time  between  notification  and 
settlement 


Database  management  software  and 
application  software  that  run  on  efficient, 
fast  networks  will  speed  this  process. 

The  burden  of  internal  service  will 
increase  as  underwriters  attempt  to  target 
precise  groups  and  produce  different  rates 
and  marketing  profiles.  To  achieve  a high 
level  of  service,  there  will  be  an  increasing 
need  for  EIS  and  financial  analysis 
software. 

General  information  on  clients,  trends  and 
service  opportunities  will  require 
integrated  systems,  application  software 
products  and,  in  the  less  developed 
markets,  turnkey  systems. 

The  impact  of  these  three  key  groups  is 
illustrated  in  Exhibit  6. 
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Exhibit  7 

Areas  of  Opportunity 

• Systems  and  network  integration 

• Al/Expert  systems 

• Custom  software 

• Application  development  tools 

• Network  applications 


As  insurance  companies  strive  to  compete 
more  effectively,  they  are  offering  an 
increasing  gamut  of  products  and  services 
that  compete  with  those  of  banks. 

However,  in  order  to  effectively  carry  out 
large-scale  systems  development  and 
systems  and  network  integration  projects, 
insurers  are  looking  for  systems  and 
network  integrators  with  expert  knowledge 
of  the  insurance  industry  (or  even  of  a 
specific  subsector  of  the  industry),  as  well 
as  experience  in  developing  complex 
systems  for  the  industry.  This  search  for 
expert  knowledge  and  experience  presents 
a challenge  for  systems  integrators. 

Repetitive,  high-volume  applications  that 
often  require  some  kind  of  judgement  by 
insurers  lend  themselves  to  artificial 
intelligence  and  expert  systems  and  thus 
are  being  developed  for  a variety  of 
insurance  applications,  including 
underwriting/risk  management,  claim 
management,  adjusting,  investment 
management,  personal  financial  planning, 
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policy  customisation  by  agents  and  medical 
review  analysis. 

Network  and  electronic  information 
services  for  electronic  mail  and  EDI 
services  are  used  by  all  subsectors  of  the 
insurance  industry.  This  market  sector  will 
grow  rapidly  over  the  forecast  period.  EDI 
in  particular  offers  considerable  expense 
and  time  reduction  in  moving  data 
between  agencies  and  insurers,  and, 
ultimately  to  consumers. 

The  RINET  and  LIMNET  networks  use 
the  IBM  Information  network;  the 
BROKERNET  service  uses  the  INS/GEIS 
network;  France  has  adopted  the  Belgian 
ASSURNET  network  service  using  the 
Transpac  network;  and  Siemens  and  a 
consortium  of  German  insurance 
companies  set  up  the  MEGANET  network. 
All  provide  connectivity  to  thousands  of 
organisations  and  agents.  In  addition, 
there  are  also  other  private  networks 
available  for  EDI  services  to  the  insurance 
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industry.  There  are  opportunities  here  for 
vendors  to  develop  network  applications 
for  the  growing  network  infrastructure  in 
Europe. 

Personal  computers  are  being  used  for 
many  applications  in  the  insurance 
industry;  spending  on  microcomputers  is 
expected  to  increase  by  50%  in  1990.  In  the 
more  mature  markets  of  Northern  Europe, 
an  example  of  an  application  would  be 
agents’  use  of  PC  software  as  a marketing 
tool,  enabling  them  to  make  a more 
effective  demonstration  and  to  present 
more  alternatives  to  the  customer  during  a 
sales  call.  In  the  less  developed  markets  of 
Southern  Europe,  turnkey  systems,  a 
sector  dominated  by  Nixdorf,  will  prove  the 
ideal  solution  for  the  smaller  insurance 
operations. 


Most  IS  departments  and  some  end  users 
within  the  insurance  industry  are 
developing  their  own  applications  by  using 
external  resources  as  a supplement  to 
internal  resources.  There  is  consequently 
an  excellent  opportunity  for  application 
development  productivity  tools.  Another 
opportunity  is  for  vendors  to  provide 
systems  for  new  areas  in  insurance  — e.g., 
long-term  disability  insurance — as  well  as 
for  new  distribution  channels,  including 
those  in  foreign  markets.  These  areas  of 
opportunity  for  software  and  services 
vendors  and  insurance  companies  are 
shown  in  Exhibit  7. 
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Exhibit  8 

Issues  and  Opportunities  for 
Software  and  Services  Vendors 

Issues 

• Consolidation  within  industry 

• Cost  reduction 

Opportunities 

• Network  integration 

• EIS 

• Decision  support  tools 

• Custom  software 


Driving  forces  within  the  insurance 
industry  translate  into  major  issues  for 
software  and  services  vendors  that  sell  to 
the  industry.  Certainly  any  new  systems 
must  provide  for  the  legislative  changes 
occasioned  by  the  European  Commission’s 
financial  services  directives.  These  changes 
directly  affect  the  industry  and  those 
selling  to  the  industry. 

One  of  the  key  issues  for  software  and 
services  vendors  is  the  insurance 
companies’  need  for  cost  containment. 

With  insurance  companies  in  Western 
Europe  expanding  by  mergers  and 
acquisitions,  there  is  a need  to  boost 
productivity  and  improve  revenues; 
vendors  should  consequently  be  looking  to 
offer  additional  services  as  a means  to 


maintain  a competitive  edge  and  improve 
productivity.  One  of  the  key  areas  is  risk 
management:  financial  analysis  programs, 
decision  support  tools  and  electronic 
information  services  providing  actuarial 
and  investment  information  are  some  of 
the  products  and  services  that  go  some  way 
towards  reducing  insurers’  risk  exposure. 

With  the  spate  of  mergers  and  acquisitions 
occurring  in  the  Western  European 
insurance  industry,  software  and  services 
vendors  are  presented  with  an  opportunity 
to  develop  ways  of  connecting  systems 
using  different  equipment,  software  and 
services.  However,  these  products  need  to 
be  made  available  so  that  information  can 
be  shared  within  the  resulting 
organisation  in  a short  time  frame:  this 
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prompt  sharing  is  unquestionably  the 
challenge.  Another  current  difficulty 
vendors  face  is  the  length  of  the 
development  cycle.  The  length  needs  to  be 
reduced  to  satisfy  the  demands  of 
insurance.  On  the  other  hand,  this 
perpetual  difficulty  offers  opportunities  for 
new  players. 

IS  managers  within  insurance  companies 
are  faced  with  a series  of  challenges  as  a 
result  of  the  frenetic  activity  taking  place 
in  the  insurance  industry:  IS  managers’ 
central  objective — providing  services  to 
end-user  groups — is  hindered  by  the  need 
to  improve  revenues  and  cut  costs.  With 
information  handling  being  such  a key 
activity  in  insurance,  IS  managers  are 
looking  for  flexible  systems  that  can  be 
expanded  and  modified  for  long-term 
usability. 

This  need  for  flexible,  easily  expandable 
and  modifiable  systems  is  particularly 
noteworthy  given  the  huge  backlog  of 
applications  at  insurance  companies: 
users  constantly  need  new  applications, 
enhancements  to  existing  ones  and 
maintenance  of  existing  operations. 


Furthermore,  with  consolidation  occurring 
as  a result  of  acquisitions,  IS  managers  are 
finding  that  they  are  being  called  upon  to 
integrate  systems  as  well  as  establish 
decentralised  IS  functions.  In  addition, 
there  is  a chronic  shortage  of  skilled  staff 
throughout  Western  Europe.  As  a result, 
INPUT  is  anticipating  high  growth  in  the 
professional  services  sector  as  more  and 
more  companies  turn  to  third  parties  to 
help  carry  out  these  sea  changes. 

Finally,  for  end-user  departments  within 
insurance  companies,  the  issues  are  clear: 
access  to  information  enables  end  users  to 
offer  more  services  and  a better  quality  of 
service  to  customers.  In  addition,  end  users 
want  systems  that  are  compatible  with 
customers’  and  suppliers’  systems,  as  well 
as  systems  within  the  organisation.  With 
end  users  becoming  more  involved  in  the 
application  development  process,  INPUT 
anticipates  that  the  network  and  software 
products  sectors  of  the  insurance  market 
will  experience  strong  growth.  These 
issues  and  opportunities  are  listed  in 
Exhibit  8. 


12 


© 1990  by  INPUT.  Reproduction  prohibited. 


Exhibit  9 


European  Insurance  Sector: 
Software  and  Services 
Market  Forecast,  1990-1995 
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Uncertainty  continues  to  surround  market 
acceptance  of  technology  as  well  as 
conceptions  of  the  desirable  rate  and 
direction  of  technological  change.  However, 
INPUT  forecasts  that  expenditures  on 
software  and  services  will,  in  relation  to 
other  categories  of  noninterest  expense, 
increase  dramatically  over  the  next  five 
years.  The  degree  of  increase  may  prove  a 
new  phenomenon  for  some  European 
insurance  companies. 


Exhibit  9 illustrates  that  expenditures  for 
software  and  services  by  the  Western 
European  insurance  industry  are 
estimated  to  reach  $5.0  billion  in  1990. 
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Exhibit  10 


European 

Software  and  Services — 
Insurance,  1990 


Total  Insurance  Market  = $5  Billion 
Total  Software  and  Services  Market  = $60  Billion 


Exhibit  10  shows  that  insurance 
represents  8%  of  the  software  and  services 
market . Growth  will  be  a compounded 
annual  19%  over  the  next  five  years, 
reaching  $12.0  billion  by  1995.  These 
figures  are  a result  of  the  insurance 
industry’s  being  an  extremely  competitive, 
yet  currently  fragmented,  industry  that 
relies  on  software  and  services  for  support 
in  the  areas  of  new  product  and  service 
offerings  and  new  channels  of  distribution, 
revenue  production  and  cost  containment. 

During  the  five-year  period  1990-1995, 
projected  growth  is  highest  in  the  areas  of 
network  services  (23%)  and  systems 
integration  (25%).  Software  products, 
turnkey  systems  and  professional  services 
will  also  show  growth  in  excess  of  the 
industry  average. 
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Exhibit  1 1 


European  Insurance  Market  Forecast 
by  Business,  1990-1995 


1990-1995  21%  19%  14% 

CAGR 


Life 

The  life  subsector  represents  the  largest  of 
INPUT’S  three  insurance  subsectors.  The 
group  is  also  the  fastest  growing  in  terms 
of  revenue,  premium  receipts  and  software 
and  services  spending,  especially  in 
network  services  and  software  products. 
Software  and  services  expenditures  for  the 
life  subsector  will  be  $2.4  billion  in  1990. 
Expenditures  are  expected  to  climb  to  $6.3 
billion  over  the  next  five  years.  The  fife 
insurance  industry  has  recognized  the 
need  to  invest  in  software  and  services. 
There  is  a considerable  policy,  claim, 
actuarial  and  financial  information 
involved  with  the  operation. 

Nonlife 

Like  the  life  sector,  the  nonlife,  or  general, 
insurance  subsector  is  expected  to  show 
strong  growth  over  the  next  five  years, 
from  $1.6  billion  in  1990  to  $3.8  billion  in 
1995.  Spending  will  occur  primarily  in  the 
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areas  of  network  services,  software 
products  and  systems  integration.  The 
subsector’s  underwriting  loss  has  improved 
significantly,  resulting  in  the  subsector 
being  in  a position  to  invest  in  software 
and  services  and  to  expand  in-house 
processing.  Companies  will  purchase 
application  software  and  contract  with 
systems  integrators  for  systems 
development  and  integration. 

Furthermore,  investments  in  stocks  and 
bonds  will  make  electronic  information 
services  of  increasing  importance  in 
helping  insurers  to  track  these 
investments. 

Reinsurance 

The  reinsurance  subsector  has  a high  loss 
ratio.  Reinsurance  is  the  high-risk  segment 
of  the  industry — profits  or  losses  can  vary 
widely  every  year.  As  a result,  INPUT’S 
market  forecast  for  the  reinsurance 
subsector  shows  a slightly  lower  growth 
figure  than  for  the  other  two  subsectors. 
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Exhibit  12 


European  Insurance  Sector 
Network  Services 
Market  Forecast,  1990-1995 
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Insurers  lag  behind  the  banking  and 
manufacturing  industries  in  systems 
applications.  Insurers  have  been  slow  to 
bring  information  technology  managers  to 
positions  of  influence.  The  tendency  is  for 
boards  or  decision-making  groups  to  decide 
what  they  are  going  to  do  and  fail  to  tell 
the  information  services  division  soon 
enough.  Some  of  the  biggest  companies 
still  don’t  have  a client  base,  but  a contract 
base  instead.  The  older  systems  designed 
in  the  1960s  and  developed  in  the  1970s 
were  built  around  processing  insurance 
contracts.  The  focus  today  is  on  servicing 


clients  or  intermediaries.  The  need  to 
rewrite  software  represents  a substantial 
investment. 

One  of  the  largest  growth  areas  in  the 
1990s  in  the  insurance  software  and 
services  sector  will  be  network  services. 

For  example,  by  the  end  of  1990,  90%  of 
the  market  will  be  connected  to  LIMNET 
(London  Insurance  Market  Network). 
(Currently  20%  of  the  market  is 
connected.)  Forty  percent  of  those 
interviewed  by  INPUT  saw  LIMNET  as 
providing  opportunities  for  underwriters  to 
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bypass  brokers  and  deal  directly  with  the 
insured.  Dealing  directly  will  dramatically 
alter  the  dynamics  of  the  market. 
Insurance  companies  are  relying  more  on 
network  services,  especially  EIS  (on-line 
databases)  and  insurance  industry 
networks  (RINET,  BROKERNET  and 
LIMNET  in  the  U.K.;  ASSURNET  in 
Belgium  and  France;  and  MEGANET  in 
West  Germany,  for  example).  These 
networks  provide  the  capacity  for  efficient 
data  interchange. 

As  a result,  expenditures  in  these  areas 
are  forecast  to  increase  significantly  over 
the  forecast  period.  Exhibit  12  outlines  the 
growth  expected  in  network  services, 
including  a breakdown  between  network 
applications  and  EIS  for  the  insurance 
sector. 

Furthermore,  the  insurance  industry  is  a 
natural  candidate  for  electronic  data 
interchange  (EDI): 


• INS  runs  the  BROKERNET  motor 
insurance  system. 

• Istel  Financial  Services  and  Misys 
Dataller,  a software  house  specialising  in 
insurance  systems,  have  a joint- 
marketing venture  to  provide  EDI 
between  intermediaries  and  insurance 
companies.  Joint  marketing  applies  also 
to  the  motor  insurance  area. 

• IBM  provides  the  network  for  a 
development  in  insurance  EDI  that  could 
lead  to  a revolution  in  the  way 
intermediaries  deal  with  insurance 
companies. 

An  important  development  for  the  industry 
is  that  a consortium  of  leading  U.K. 
insurance  companies  are  funding  the 
development  of  a system  by  Fame 
Computers  called  “Formlink”,  which  is 
effectively  a conventional  EDI  system. 
Although  insurers  having  been  unwilling 
to  use  standard  message  formats, 

Formlink  provides  electronic  replicas  of 
paper  documentation. 
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Exhibit  13 


Networks:  The  Way  Forward 


Public  Switched  Networks 

Private  Networks 

/ 

\ 

Integrated  Business  Networks 

i i i i 


Insurance  Industry 
Networks 

T 1 


• BROKERNET 

• LIMNET 

• ASSURNET 

• MEGANET 


• "Formlink" 

• Marketing  Ventures 


Establishing  a common  electronic  network 
is  crucial  for  the  insurance  business.  Costs 
can  be  cut  and  individual  insurers  can 
compete  through  the  quality  of  service  they 
are  prepared  to  offer  their  intermediaries 
once  a level  playing  field  has  been 
established.  These  conclusions  are 
confirmed  by  the  insurers  themselves,  who 
want  standard  forms  for  attaining 
quotations  and  for  the  processing  of 
policies. 

Significantly,  ten  leading  companies  in  the 
Lloyds  of  London  insurance  market  have 
agreed  to  begin  trading  insurance  risks 
electronically  in  1990  and  to  do  away  with 


some  of  the  face-to-face  contact  that 
dominates  underwriting  transactions.  In 
continental  Europe,  a consortium  of 
European  manufacturers  and  users  led  by 
NV  Phillips  has  begun  a four-year  project 
to  develop  an  electronic  case-handling 
system  for  the  insurance  industry.  The 
system  uses  broadband  communications  to 
speed  up  by  50  percent  the  process  of 
handling  insurance  policies  in  Europe. 

The  project  team  aims  to  develop  a system 
to  let  insurance  companies  move  voice, 
data,  text  or  video  information  from  a 
company  to  the  public  switched  network  at 
up  to  100  megabits  per  second.  From 
there,  the  information  would  be 
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transferred  at  2 mbps  across  the  public 
network  to  other  sites.  The  project  is  also 
designed  to  reduce  paper  use — the 
European  insurance  industry  uses  up  to  40 
million  trees  a year  for  paper.  The  project 
team  plans  to  develop  a system  based  on 
Phillips’  fibre  optical  storage  technology 
and  gateways  to  the  public  network.  The 
systems  will  in  turn  link  to  a public  2- 
mbps  broadband  network  that  is  planned 
for  trial  operation  in  1991.  Seventeen 
members  of  CEPT  agreed  last  month  to 
run  the  European  Broadband  2-mbps 
Interconnection  Trial  (called  EBIT)  in 
1991.  Other  pilot  applications  are 
expected  to  emerge  to  take  advantage  of 
EBIT. 
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Exhibit  14 

Western  European  Insurance  Sector 
Software  Products 
Market  Forecast,  1990-1995 


5.0 1- 


Software  Software  computer  Software 

Software 

1990-1995  13%  16%  35%  20% 

CAGR 


On  the  software  products  side,  the 
involvement  of  major  insurance  companies 
in  software  houses  specialising  in 
insurance  broking  and  intermediary 
systems  has  had  a profound  effect.  Only 
Misys  and  MCS  are  truly  independent  and 
even  Misys  is  expanding  into  noninsurance 
software  markets  and  may  well  sell  its 
insurance  broking  systems  division. 

The  combination  of  networks  and  software 
can  provide  a massive  competitive  edge. 
For  example,  Policy  Master’s  idea  of  giving 
£750,000  in  technology  grants  is  the  first 
stage  in  implementing  the  products  and 
services  being  developed  with  Policy 
Master’s  Validated  Business  System 


Initiative,  which  has  the  backing  of  most  of 
the  leading  insurance  companies.  The 
network  provides  EDI  between  the  broker 
and  the  insurer,  and  electronic  mail  and 
interactive  insurer  mainframe  services. 

The  network  is  geared  to  enable  Policy 
Master  to  establish  the  largest  number  of 
networked  insurance  brokers  by  1990  and 
to  deliver  products  that  Policy  Master  has 
developed  with  a number  of  insurers. 
Furthermore,  IBM  has  appointed  Policy 
Master  the  authorised  dealer  for  the  IBM 
6150  and  the  ABC.  Insurance  companies 
will  increasingly  invest  in  systems  and 
communications  technology  in  support  of 
their  increasingly  pan-European  business 
operations. 
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Expenditures  for  software  by  the  insurance 
industry  are  expected  to  grow  at 
approximately  a 20%  CAGR  over  the  next 
five  years.  Many  insurance  companies  are 
handling  their  own  information  processing 
requirements  in-house  through  IS 
departments,  and  as  a result  IS 
departments  purchase  applications  when 
the  available  products  meet  their 
requirements.  The  types  of  industry- 
specific  application  software  products 
available  to  the  insurance  industry  are 
extensive.  Products  are  available  that 
handle  most  types  of  policies,  claims 
administration,  billing,  client  profiling, 
actuarial  and  investment  analysis,  decision 
support  and  management  reporting. 


Within  the  insurance  industry, 
expenditures  for  microcomputer 
applications  will  grow  faster  than 
expenditures  for  mainframe  and 
minicomputer  applications  or  any  other 
type  of  information  service.  The 
information-intensiveness  of  insurance  has 
resulted  in  a very  high  penetration  by 
microcomputers.  For  example,  laptop 
computers  are  used  by  agents  to  provide 
claim  and  policy  information,  whilst 
databases  containing  actuarial  information 
can  be  downloaded  to  these 
microcomputers  so  that  a policy  can  be 
generated  on-the-spot  during  a sales  call. 
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Exhibit  15 

Key  Vendor  Opportunities 

• Professional  services 

• Systems  integration 

• Network  services 

• Al/Expert  systems 

• Productivity  tools 


In  conclusion,  INPUT  believes  technology 
will  be  directly  linked  to  capturing  further 
market  share — the  focus  will  be  on  sales 
and  marketing  information  systems  and 
customer  monitoring  to  exploit  cross- 
selling opportunities  to  the  full.  An 
effective  presence  in  the  corporate  market 
will  be  impossible  without  much  greater 
use  of  technology;  in  the  life  and  nonlife 
sectors,  the  role  of  transaction  processing 
systems,  for  example,  will  be  a key 
determinant  of  the  ability  to  participate. 

In  the  relatively  undeveloped  markets  of 
Southern  Europe,  turnkey  systems  and 
professional  services  will  show  high  growth 
over  the  forecast  period  as  microcomputer 
systems  for  agents  and  brokers  are  made 
available  and  custom  software 
development  is  required  to  supplement 
internal  IS  resources.  Information 
technology,  imaginatively  used,  can  be  a 
powerful  ally  in  insurance  companies’ 
efforts  to  cope  with  the  volatility  that  has 
shaken  the  industry  over  the  past  decade. 


Greater  expenditure  will  be  devoted  to  all 
aspects  of  technological  implementation. 
There  will  be  increased  investment  in 
high-calibre  systems  personnel,  as  well  as 
demand  for  professional  services. 
Insurance  companies  will  continue  to 
devote  much  of  their  attention  to  internal 
use  of  technology  and  will  promote 
productivity  improvements  and  cost 
containment,  if  not  reduction. 

Insurance  brokers  will  be  increasing 
targets  for  improved  automation,  whether 
through  more-sophisticated  distributed 
processing  systems  or  through  automation 
of  a wide  range  of  clerical  functions, 
possibly  including  fully  automated 
branches  and  developments  in  new  fields 
of  application  (such  as  expert  systems  and 
artificial  intelligence). 
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Exhibit  16 


Insurance  Companies'  Priorities  in 
Software  and  Services 


*1  = unimportant,  5 = very  important. 


End-user  requirements  will  also  change.  If 
competitors  are  offering  new  products  and 
services,  end-user  departments  will 
require  systems  to  provide  the  same  types 
of  products  and  services.  Enhancements  to 
existing  systems  and  development  of  new 
systems  will  inevitably  have  an  adverse 
effect  on  the  IS  budget.  Furthermore,  there 
is  a chronic  backlog  of  planned  application 
development  projects  within  insurance. 

There  are  two  key  objectives  for  IS 
managers  (sceptics  might  suggest  that 
these  objectives  are  mutually  exclusive): 

• To  provide  end  users  with  the  services 
they  require  in  time  and  at  a reasonable 
cost 
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• To  reduce  the  backlog  of  application 
development  projects  and  maintain 
ongoing  operations 

To  meet  user  requirements,  new  systems 
have  to  be  developed  and/or  old  systems 
have  to  be  enhanced  or  expanded.  Projects 
identified  by  respondents  for  1990  include 
developing  systems  that  speed  the  delivery 
of  actuarial,  policy  and  financial 
information  to  end  users  as  well  as  to 
customers.  Integrating  systems  is  also  a 
key  priority  after  the  wave  of  acquisitions 
across  Western  Europe.  Integration  leads 
to  a more  efficient  use  of  information. 


Exhibit  17 

New  Technology  Planned 


• Database  management  systems 

• Decision  support  systems 

• EDI  interface 

• Image  processing 


Decentralisation  of  some  IS  functions  is 
occurring  in  some  organisations,  whilst  the 
new  technologies  and  applications  planned 
by  insurance  companies,  coupled  with  the 
external  pressures  to  become  more 
competitive,  quickly  translate  into  a 
considerable  opportunity  for  software  and 
services  vendors  with  expertise  in  systems 
and  network  integration,  software 
products  and  turnkey  systems.  Database 
management  and  decision  support  systems 
are  already  being  developed  by  the  leading 
insurance  companies,  whilst  EDI  and 
image  processing  are  likely  to  represent  a 
large  proportion  of  IS  activity  into  the 
1990s. 
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Exhibit  18 

Insurance  Companies'  Systems  Needs 


Direct  Sales 

\ France.  Belaium 
\ • Custom 

\ System 
/ Development 

Banks 

Professional 

, U.K..  Germany 

Services 

Brokers 

\ • Networks 

Agents/Salesmen 

) • Standard 
/ Applications 

The  fragmented  nature  of  the  insurance 
industry  means  that  the  software  and 
services  market  has  distinct  national 
characteristics,  with  France  and  Belgium 
concentrating  on  major  in-house 
developments  and  the  U.K.  and  Germany 
looking  more  towards  networks,  packaged 
solutions  and  turnkey  solutions.  The 
strategic  positioning  occurring  in  Europe 
has  ensured  that  insurance  companies  will 


need  to  invest  in  systems,  networks  and 
software  as  a result  of  competitive 
pressures,  forcing  them  to  sacrifice  short- 
term earnings  in  favour  of  strategic 
investment  decisions  in  their  pursuit  of 
diversification.  This,  for  software  and 
services  vendors,  is  the  key  challenge.  The 
challenge  of  systems  needs  is  summarised 
in  Exhibit  18.  A major  opportunity  for 
professional  services  companies. 


This  Research  Bulletin  is  an  excerpt  from  a full  research  report  issued  as  part  of  INPUT’S  Market  Analysis 
Programme — Europe.  If  you  have  questions  or  comments  on  this  bulletin  or  wish  to  purchase  the  report, 
please  contact  Peter  Lines  at  INPUT,  Piccadilly  House,  33/37  Regent  Street,  London  SW1Y  4NF,  England. 
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About  INPUT 


INPUT  provides  planning  information, 
analysis,  and  recommendations  to  managers 
and  executives  in  the  information  processing 
industries.  Through  market  research, 
technology  forecasting,  and  competitive 
analysis,  INPUT  supports  client  management 
in  making  informed  decisions. 

Continuous-information  advisory  services, 
proprietary  research/consulting,  merger/ 
acquisition  assistance,  and  multiclient  studies 
are  provided  to  users  and  vendors  of 
information  systems  and  services  (software, 
processing  services,  turnkey  systems,  systems 
integration,  professional  services, 
communications,  and  systems/software 
maintenance  and  support). 


Many  of  INPUT’S  professional  staff  members 
have  more  than  20  years’  experience  in  their 
areas  of  specialisation.  Most  have  held  senior 
management  positions  in  operations, 
marketing,  or  planning.  This  expertise 
enables  INPUT  to  supply  practical  solutions  to 
complex  business  problems. 

Formed  as  a privately  held  corporation  in 
1974,  INPUT  has  become  a leading 
international  research  and  consulting  firm. 
Clients  include  more  than  100  of  the  world’s 
largest  and  most  technically  advanced 
companies. 
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<Normal>This  chapter  contains  detailed  analyses  of 
major  SI  competitors  in  profile  format.  The  general  format 
of" the  profiles  is  the  same.  However,  there  are  some  minor 
variations  among  profiles  depending  upon  the  nature  of  the 
vendor  and,  the  availability  of  information.  In  general  the 
structure  is  as  follows; <NormalxNormal>ft  Key  SI  Contacts 
- a listing  of  principal  systems  integration  contacts  in  the 
management  structure  of  the  vendor 

organization<NormalXNormal>S  Description  of  the  Principal 
Business  - A summary  of  the  history  of  the  firm  focusing  on 
key  points  relevant  to  the  company^  participation  in  the 
systems  integration  business<NormaixNormal>£  Company 
Competitive  Position  - A discussion  of  the  companyps 
position  in  the  information  systems/systems  integration 
marketplace<NormaIXNormal>f?  Markets  Served  - A description 
of  the’ vertical  and  cross-industry  markets  currently  served 
by  the  company<NorrnalxNormaI>£!i  Recent  Events  - A history 
of  recent  events,  including  merger  and  acquisition  activity, 
significant  product  announcements,  etc.,  relevant  to  the 
companyps  posture  in  the  systems  integration 
market <NormalXNormal>fJ  SI  Organization  - A detailed 
analysis  of  how  the  firm  is  organized  to  support^ its  SI 
business  operations.  This  section  typically  includes 
information  on  the  structure,  number  of  employees  involved 
and  their  distribution  over  various  SI  activities,  as  well 
as  organizational  trends,  etc. <NormalXNormaI>&  SI 
Business  Objectives  - A discussion  of  the  factors  motivating 
the  vendor  to  be  in  the  systems  integration 
business. <NormalXNormal>N  si  Capabilities  Evaluation  - 
INPUTfs  assessment  of  the  vendor  ps  capabilities  in  14 
specific  areas  based  on  direct  discussion  with  the  vender 
and  INPUT pfi  e\ 


